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Advantages of a Natural Fiscal Year
By A. S. Fedde

The Paine-Aldrich bill which became effective on August 5,
1909, required that an excise tax based on revenue be paid by
corporations. This immediately preceded the income-tax law
passed October 3, 1913.
Two results of that bill were to make corporation officers more
conscious of accounting, thereby providing an impetus to the
profession of public accounting, and next to cause most corpora
tions whose accounts were on a fiscal-year basis, other than the
calendar year, to change the accounting period to correspond
with the calendar year, in order that the requirement of the law
to report income received in the calendar year might be met with
out the necessity of closing the books more than once a year.
After five years—1909 to 1913 inclusive—of reporting on that
basis, it was possible for corporations to change back to their
former fiscal periods if they wished, but the tax feature made the
process seem to involve complications. Later, when a series of
excess-profits-tax laws, with varying rates and other features,
involving computations based on the amount of invested capital
employed, was passed, the making of computations of income
and excess-profits taxes involved real difficulties, as most people
know; and the corporations which then had the hardihood to
maintain a fiscal year other than the calendar year were few
indeed. It is no cause for wonder that most corporations adopted
the calendar fiscal year.
The tax difficulties of past years remain in the minds of cor
poration officers. They are either active recollections or sub
conscious reflexes which raise a wall against the idea of changing
from the calendar year. To exorcise this fear it is probably
necessary to raise the ghost and bring it into full view, so that
people may become actively conscious of what it was before they
will be willing to accept the fact that the ghost of tax difficulties
in fiscal periods other than the calendar year has been rendered
perfectly harmless—provided common sense is used in making
the transition.
Section 46 of the revenue act of 1932 and the related treasury
department regulation indicates how the change may be brought
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about by the filing of a simple form, setting forth the reasons for
changing, which is followed in the ordinary course by permission
granted by the commissioner of internal revenue to make the
change. Permission to make the change can be withheld but I
have never heard that the right has been exercised.
The accountant or attorney advising on this matter must natu
rally have in mind the effect of carrying forward losses, so that
the corporation may not lose the benefit of any deduction from
taxable income to which it is entitled. Two sections of the
revenue act are of interest, namely, section 117 (b) and section
48 (a). The first deals with the permission granted to deduct a
net loss in computing the net income of the taxpayer for the
succeeding taxable year. The second defines “taxable year,”
and provides that this may mean a full calendar year, a full fiscal
year or a fraction of a year for which a return is made.
In changing from a calendar year to another fiscal year the first
closing of the books and filing of a tax return for that “taxable
year” will be for a period less than twelve months.
If the corporation has had a taxable net income for the year
1932, and not a “net loss” within the meaning of the revenue
act, it may change to a fiscal period ending within the year 1933,
without any apparent disadvantage from the standpoint of income
taxes. If, however, it has had a “net loss” in the year 1932, it
may be deducted in the next “taxable year” only, and if it
changes, for example, to a fiscal year ending March 31st, the
“taxable year ” will be only a period of three months to which the
loss of the preceding year may be applied. Suppose the corpora
tion had a net loss for 1932 and continues to suffer losses for the
first three months of 1933, closing its books on March 31st, and
thereafter has net income for the succeeding fiscal year, the net
loss which may be carried forward in computing taxable net
income for the fiscal year ending March 31, 1934, will be only the
loss of the short period January 1 to March 31, 1933, and not
the net loss for the preceding twelve months.
This illustrates the necessity for careful consideration and for
caution in certain circumstances where the amount of taxes paid
may be greater on account of inaccurate prognostication of prof
its or losses. It would seem the part of wisdom, even while recom
mending a change in a fiscal period, to advise postponing such
change until the business of the corporation is on a profitable
footing and sufficiently so to receive the benefit in its first
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new “taxable year” of the full amount of any deductible net
loss.
From the point of view of the public accountant, the desirabil
ity of having a fair proportion of his clients close their fiscal
years at a date other than December 31st is so obvious as to re
quire no retelling, but beside the advantage accruing to account
ants from such a condition, some benefit may also flow to the client.
Advantage to the client would accrue from a less hurried audit;
from having a greater proportion of the examiner’s men in
regular employment and consequently better trained; from having
more attention devoted to the case by a principal; and, in general,
from getting better attention than it is possible to give at a calen
dar year’s end.
A few years ago the bureau of business research of the univer
sity of Illinois made an investigation into the question of the
advantages of adoption of the natural business year, the results
of which were published in its Bulletin No. 11. It was ascer
tained that the advantages of adopting a natural business year
far outweighed the disadvantages, but, strange to say, the most
common argument put forth in opposition to its adoption was
that the income-tax laws require returns to be filed as of Decem
ber 31st for the calendar year. And that, after the privilege of
filing returns on a fiscal year basis other than the calendar year
had been in the law for more than ten years. It is evident that
knowledge of the privilege must not be taken for granted.
Advantages from a more general use of the natural business
year would accrue, not only to the management of the enterprise,
but also to bankers and the bureau of internal revenue. How
ever, managers of enterprises determine policies of this sort—
therefore they are the ones to be directly addressed, rather than
others who have a collateral interest only.
Corporations have become so accustomed to being told by
governments to prepare reports of all kinds that they accept the
matter as fate, much as a dog accepts fleas. And when they were
told to prepare financial statements as of December 31st the
decree was accepted, even though it might be most inconvenient.
Many have accepted an inconvenience so long that they even
offer excuses for not giving it up.
From the reports of over four hundred business executives,
received in the investigation mentioned, it appeared that advan
tages would accrue to the management from closing at the end
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of a natural period because seasonal activity would be completed,
there would be low stocks of goods at closing, more time would be
available for the firm’s auditors, new contracts would be dis
cussed between seasons and statistical data would be collected for
a natural period.
There is a tremendous difference in a manufacturing enterprise
between taking an inventory in the middle of a manufacturing
season, with big stocks of raw materials, work in process and
finished goods accumulated for shipment, and taking an inven
tory when raw materials are at a low point, factory operations
almost or entirely stopped and finished goods practically all
shipped. The greater accuracy possible when taking inventories
at a low point is apparent. Statements prepared thirty or sixty
days after the close of a season will show the completion of an
annual or semi-annual cycle, not an enforced stop at the peak
or at an intermediate stage of operations. Bank loans would
naturally appear low or cleared up, accounts receivable sub
stantially realized and the business as a whole in its most liquid
position.
Closing the books at December 31st by firms which are at
that date operating in seasonal production has the effect of split
ting a natural business year, thereby throwing operating results
of two seasons, namely, the end of one season and the beginning of
another, with varying economic conditions, into one operating
statement for the calendar year.
In the survey previously mentioned it was found that of 439
prominent firms all but 123, or 28 per cent, used the calendar year,
whereas, selecting the most suitable natural date, 56 per cent.
would be using a date other than December 31st for closing.
If a survey were made of smaller firms, it would probably be
found that more than 72 per cent. were closing their books with
the calendar year. With cost keeping presumably at a less de
veloped point in the smaller firms, their inventory costs may be
less accurate. Such inaccuracies when applied to low inventories
may be immaterial, but they tend to become serious when ap
plied to inventories taken at the peak; and they would also dis
tort operating results if the position in the season at December
31st were to change, due to weather conditions or to altered
customs in the industry.
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